
COMMON911EALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 0 
TIE APPLICATION OF R. A .  WILLIAMS ) 
DEVELOPMENT COMPANY, D/B/A 1 
CEDARBROOK TREATMENT PLANT FOR 1 
AN A D J U S T ~ N T  OF r m  RATE 1 

CASE NO. 8582 

O R D E R  

On August 6 ,  1982, R .  A .  W i l l i a m s  Development Company, 

D/B/A Cedarbrook Trea tment  P l a n t ,  ( "Ceda rb rook" )  filed its 

a p p l i c a t i o n  w i t h  this Commission to increase its rate 

pursuant t o  807 €CAR 5:076, A l t e r n a t i v e  R a t e  Adjustment P rocedure  

for Small Ut i l i t i e s  (''AW''). The proposed rate would produce 

a d d i t i o n a l  revenue  of $6,322 a n n u a l l y ,  a n  i n c r e a s e  of 139 p e r c e n t .  

Baeed o n  t h e  determination h e r e i n  t h e  revenues  of Cedarbrook will 

increase by $3,726 a n n u a l l y ,  an i n c r e a s e  of 82 p e r c e n t ,  

A h e a r i n g  was n o t  r e q u e s t e d  in this mat ter ,and  in accordance  

with t he  provision of the alternative rate  adjustment p r o c e d u r e  for 

s m a l l  u t i l i t i e s  no hearing w a s  conducted .  Therefore, the d e c i s i o n  

of the Commission is based on i n f o r m a t i o n  c o n t a i n e d  i n  t he  a p p l i c a t i o n ,  

w r i t t e n  submissions, annua l  reports  a n d  other  documents on f i l e  i n  

the Commission's offices. 

COMItENTARY 

Cedarbrook is a p r i v a t e l y  owned s e w a g e  t r e a t m e n t  sys t em 

organized and e x i e t i n g  under the laws of the Commonwealth of Kentucky, 

and s e r v i n g  approx ima te ly  54 customers in Harrison Coun ty .  



TEST PERIOD 

The Commission has adop ted  t h e  12-month p e r i o d  e n d i n g  

December 31, 1981, as the test period for  d e t e r m i n i n g  t h e  

r e a s o n a b l e n e s s  of t h e  proposed rate. I n  u t i l i z i n g  the h i s t o r i -  

cal test period, the Commission has g iven  full c o n s i d e r a t i o n  L o  

known and measu rab le  changes found reasonable. 

REYENUES AND EXPENSES 

The ARF was e s t a b l i s h e d  t o  provide a simplified and less 

expensive method for small u t i l i t i e s  t o  apply for rate increases 

with the Commission. T h e r e f o r e ,  the f i n a n c i a l  data from the 

1981 Annual Report is used as t h e  basis for d e t e r m i n i n g  the  r evenue  

requirements. Cedarbrook proposed  s e v e r a l  a d j u s t m e n t s  t o  its t e s t  

p e r i o d  r evenues  and expenses .  The Commission is of the opinion 

t h a t  the proposed  adjustments are g e n e r a l l y  proper and a c c e p t a b l e  

for  rate-making purposes  w i t h  c e r t a i n  m o d i f i c a t i o n s .  I n  addi t ion 

the Commission has made s e v e r a l  adjustments tO Cedarbrook's test  

period o p e r a t i n g  statement to  re f lec t  a c t u a l  and a n t i c i p a t e d  

o p e r a t i n g  conditions. 

Operating Revenue 

The actual o p e r a t i n g  s t a t e m e n t  of Cedarbrook for the  test  

period reflected operating revenue of $2,153. In response t o  

i t e m  6 of t h e  request f o r  i n f o r m a t i o n  d a t e d  October 1, 1982, 

Cedarbrook i n d i c a t e d  t h a t  its revenue8 were reported on thc, C&Rh 

bRl r l rJ  nnd thuw l n c l u d o d  only ctla~li rocoipts during 1981. 

Therefore, t h e  Commiss ion  has increased operating revenue by 

$2,383 t o  reflect normal ized  revenue based on  t h e  number of 

customers at the end of t h e  test  year. 
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Routine Maintenance S e r v i c e  Fee 

Cedarbrook proposed an a d j u s t m e n t  t o  decrease its r o u t i n e  

maintenance service f e e  by $840 a n n u a l l y .  The proposed  a d j u s t m e n t  

is due t o  a new maintenance  service c o n t r a c t  Cedarbrook entered 

into a t  the e n d  of t h e  test year. The new c o n t r a c t  r e s u l t s  In 8 

r e d u c t i o n  i n  t h e  monthly rou t ine  maintenance fee of $110 over the 

previous c o n t r a c t ;  however, Cedarbrook e s t i m a t e s  t h a t  2 h o u r s  of 

labor per month i n  addition to labor performed under the c o n t r a c t  

w i l l  be r e q u i r e d ,  r e s u l t i n g  i n  a n e t  r e d u c t i o n  of $70 p e r  month. 

In response to a r e q u e s t  for the basis for the estimated 2 h o u r s  

of additional work per month, Cedarbrook f i led  invoices for t h e  

first 11 months of 1982 which included actual costs under t h e  new 

main tenance  c o n t r a c t .  In order t o  assess t h e  r e a s o n a b l e n e s s  of 

the number of addi t iona l  labor h o u r s  n e c e s s a r y ,  the  Commission 

has reviewed the invoices  submitted t o  Cedarbrook by the service 

company for the first 11 months of 1982 w h i c h  r e f l e c t e d  only 3 

hQlirS a d d i t i o n a l  labor. T h e r e f o r e ,  t h e  Commission has de te rmined  

t h a t  1 a d d i t i o n a l  labor hour per  month is reasonable bas& upon 

the actual a d d i t i o n a l  labor hours b i l l e d  during the f i r s t  11 

months of the new contract .  Therefore  the C o m i s s i o n  has  reduced 

Cedarbrook ' s  annua l  r o u t i n e  main tenance  expense  by $1,080. 

E l e c t r i c  Expense 

Cedarbrook r e p o r t e d  test period electric expense of $1,961. 

In order to assess t h e  accuracy o f  the reported level  of expense, 

as w e l l  as to determine  the adjusted electric expense, the Comlsslon 
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r e q u e s t e d  and Cedarbrook has  s u p p l i e d  copies of i ts  test period 

electric b i l l s  from Kentucky Utilities Company ("KU"). In 

rev iewing  t h e  b i l l s  s u b m i t t e d  t h e  Commission has de te rmined  t h a t  

Cedarbrook has i n c l u d e d  i n  t h e  test  p e r i o d  2 b i l l s  for s e r v i c e  

outside the test p e r i o d .  I n  c a l c u l a t i n g  t h e  a d j u s t e d  electric 

expense  t h e  Commission has removed t h e  KWH usage from these 2 

b i l l s  f r o m  t h e  test p e r i o d  and a d j u s t e d  tes t  y e a r  electric 

expense  t o  r e f l e c t  t h e  c u r r e n t  rates i n  e f f e c t  from Cedarb rook ' s  

electric s u p p l i e r ,  KU. T h i s  r e s u l t s  i n  an a d j u s t e d  electric 

expense of $1,831. 

I 

Repairs E x p e n s e  

Dur ing  t h e  test year Cedarbrook purchased  a new electric 

motor a t  a cost of $180 and c o m p l e t e l y  r e b u i l t  o n e  of its pumps 

a t  a cost  of $166. Both e x p e n d i t u r e s  w e r e  i n c l u d e d  as o p e r a t i n g  

expenses  d u r i n g  t h e  test y e a r  a n d  r e p o r t e d  i n  Account 713, 

Maintenance of Pumping System. Upon an a n a l y s i s  of the expenditures 

the Commission f i n d s  t h a t  t h e  p u r c h a s e  of t h e  motor should be 

c a p i t a l i z e d  and  d e p r e c i a t e d  over its estimated u s e f u l  l i f e .  

I n  addition, t h e  Commission finds that t h e  e x p e n d i t u r e  t o  rebuild 

the pump it3 an e x t r a o r d i n a r y  expense which  canno t  r e a s o n a b l y  be 

expected t o  recur on an annua l  basis, and s h o u l d  be amor t i zed  

over a r e a e o n a b l e  p e r i o d  of t i m e .  Therefore, t h e  Commission has 

reduced  Account 713, Maintenance of Pumping System, by $346 f o r  

ra te-making p u r p o s e s .  

The Commission f i n d s  t h a t  this cost s h o u l d  be amortized 

over a 5-year  period and has  a d j u s t e d  d c p r o c i a t i o n  expense  and 

a m o r t i z a t i o n  expense  to  r e f l e c t  o n e - f i f t h  o f  t h e  t o t a l  cost of 

t h e s e  i t e m s .  
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Bad Debt Expense 

Cedarbrook proposed  an adjustment to  include i n  its operating 

expenses  bad debt expense  of $660. This ad jus tmen t  w a s  c a l c u l a t e d  

by a m o r t i z i n g  over 3 years Cedarbrook's u n c o l l e c t i b l e  a c c o u n t s  

more t h a n  1 y e a r  old. 

The Commission is concerned  abou t  Cedarbrook's l e v e l  of 

u n c o l l e c t i b l e  a c c o u n t s  in r e c e n t  years. For the test year 

Ceda rb rook ' s  u n c o l l e c t i b l e  a c c o u n t s  w e r e  $2,383, o r  53 p e r c e n t  of 

its to t a l  b i l l i n g s .  The Commission i n  t h e  c o u r s e  of its i n v e s t i g a t i o n  

r e q u e s t e d  an e x p l a n a t i o n  of all s t e p s  t a k e n  by Cedarbrook t o  

improve c o l l e c t i o n  of its d e l i n q u e n t  a c c o u n t s .  Cedarbrook's 

e f f o r t s  to improve c o l l e c t i o n s  have cons is ted  p r i m a r i l y  of m a i l i n g  

a s u r v e y  t o  up-date  its b i l l i n g  records, t e l e p h o n e  calls  t o  

cus tomers ,  and  notifying a t t o r n e y s  i n  t h e  service area r e q u e s t i n g  

t h a t  t h e  sewer b i l l  be deducted from t h e  p r o c e e d s  of t h e  sale of 

homes when cus tomers  move. Noreover ,  Cedarbrook i n d i c a t e d  t h a t  

all of t h e  cus tomers  whose d e l i n q u e n t  a c c o u n t s  compr ise  t h e  

b a l a n c e  i n  u n c o l l e c t i b l e  a c c o u n t s  a t  t h e  e n d  of 1981 are c u r r e n t  

cus tomers  of Cedarbrook. 

The Commission is of t h e  opinion that Cedarbrook has n o t  

p u t  f o r t h  eufficfent effort to col l sc t  I t R  d e l i n q u e n t  a c c o u n t s .  

The con t inued  reliable o p e r a t i o n  of Cedarbrook is c o n t i n g e n t  

upon c o l l e c t i o n  of the m o n t h l y  rates for  s e r v i c e  on a t i m e l y  basis.  

Therefore, management must p u r s u e  a l l  means a v a i l a b l e  t o  i t  t o  

improve i ts  collections i n c l u d i n g  legal action in t h e  small claims 

c o u r t .  Codarbrook c a n n o t  confirm t h a t  these a c c o u n t s  are 

uncollectible until i t  ha8  mado 8n effort t o  co l lec t  t h e m .  
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Moreover, Cedarbrook should consider more s t r i n g e n t  p e n a l t i e s  

within the r e g u l a t i o n s  of this Commission f u r  customers t h a t  

do n o t  pay i n  a t i m e l y  manner t o  improve c o l l e c t i o n s  of past 

due a c c o u n t s .  The Commission is of t h e  opinion t h a t  t h e  pay ing  

cus tomers  of Cedarbrook s h o u l d  n o t  be p e n a l i z e d  through i n c r e a s e d  

rates for the  f a i l u r e  of t h e  management of Cedarbrook t o  collect 

for the s e r v i c e  r e n d e r e d .  Therefore, t h e  Commission has 

disallowed the proposed a d j u s t m e n t  for ra te-making p u r p o s e s .  

I n t e r e s t  Expense 

Cedarbrook proposed a pro forma ad jus tmen t  t o  include 

i n t e r e s t  expense  of $2,335. I n  c a l c u l a t i n g  the  pro forma 

interest expense  Cedarbrook a p p l i e d  a 15 p e r c e n t  i n t e r e s t  rate 

t o  t h e  December 31, 1981, deficit balance i n  r e t a i n e d  earnings 

of $15,565. Cedarbrook stated in its a p p l i c a t i o n  t h a t  Mr. Wil l i ams ,  

P r e s i d e n t  of Cedarbrook, had supplied funds  t o  cover cash 

o p e r a t i n g  d e f i c i t s  from p r e v i o u s  years of operations. 

It is clear t o  the Commission that t h e  delinquent a c c o u n t s  

mentioned above compr ise  a material amount of this deficit. As 

n o t e d  i n  the  p r e c e d i n g  ad jus tmen t  the Commission I s  n o t  convinced 

that these a c c o u n t s  are uncolloctiblo n o r  t h a t  Codarbrook has 

made every effort t o  co l l ec t  t h e  a c c o u n t s .  

The burden of obtaining s u f f i c i e n t  revenues to pay operating 

costs clearly rests with  the management of Cedarbrook. The 

failure of Cedarbrook t o  seek s u f f i c i e n t  r evenues  t o  cover its 

o p e r a t i n g  costs i n  p r io r  periods does n o t  justify the request In 

t h i s  case t o  recover these costs from t h e  p r e s e n t  r a t e p a y e r s .  
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To allow Cedarbrook to recover the d e f i c i t  b a l a n c e  iu r e t a i n e d  

e a r n i n g s  or the i n t e r e s t  c h a r g e s  thereon would c o n s t i t u t e  

r e t r o a c t i v e  rate-making by t h i s  Commission. T h e r e f o r e ,  we  

have exc luded  i n t e r e s t  on t h e  $15,565 d e f i c i t  i n  r e t a i n e d  

e a r n i n g s  for ra te-making p u r p o s e s  h e r e i n .  

P.S.C. Assessment 

Cedarbrook proposed an expense  a d j u s t m e n t  of $70 to r e f l e c t  

the increase in r e g u l a t o r y  a s s e s s m e n t  expense r e s u l t i n g  f r o m  t h e  

revenue  a d j u s t m e n t  for the proposed  rate increase. The tax bills 

submitted by Cedarbrook and the Commission's records show that 

Cedarbrook paid t h e  m i n i m u m  1981 assessment of $50 for the 

Public Service Commission. Ceda rb rook ' s  revenues, i n c l u d i n g  the 

i n c r e a s e  g r a n t e d  herein, w i l l  f a l l  w e l l  below t h e  amount which 

determines the m i n i m  asses smen t  and  thus Cedarbrook s h o u l d  

continue to pay the m i n i m u m .  T h e r e f o r e  t h e  Commission has d e n i e d  

the  proposed adjustment. 

R a t e  Case Expense 

Cedarbrook proposed  a pro forma ad jus tmen t  of $250 to  amortize 

t h e  $750 estimated cost of this rate case over 3 years. The $750 

i n c l u d e d  $300 i n  legal fees and $400 in c o n s u l t i n g  fees. The 

Commiss ion  has reviewed t h e  i n f o r m a t i o n  f i l ed  by Cedarbrook in 

this case and has found no evidence of outside l e g a l  services 

h a v i n g  been rendered to Cedarbrook.  The a p p l i c a t i o n  and a l l  

ndditional information have been filed by Mr. W i l l i a m s .  Further, 

t h e  Commission is of the o p i n i o n  that the information requeeted 
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by the Commission i n  this case should have been o b t a i n a b l e  by 

Cedarbrook's staff without outside a s s i s t a n c e .  Therefore,  due 

to  the  lack of ev idence  to support the $300 legal fees included 

in the adjustment, the  Commission has disallowed this portion of 

the adjustment,  r e s u l t i n g  i n  allowed rate case expense of $450. 

Therefore,  the  Commission has included $150 to amortize this cost 

over a 3-year period. 

Income T a x e s  

Although Cedarbrook did not propose an adjustment for 

f e d e r a l  and state  income taxes, the  Commission has included a 

provision of $225, based on the l e v e l  of net income allowed 

h e r e i n  and t h e  applicable federal and state tax rates. 

The Commission finds that Cedarbrook's adjus ted  test period 

operations are as follows: 

Actual Pro Forma Adjusted 
Test Period Adjustments Test Period 

Operating Revenue $ 2,153 $2,383 $ 4.536 

Operating Expense 7,243 28 7,271 

N e t  Income $(5,090) $2,355 $( 2,735) 

REVENUE REQUIREMENTS 

The Commission is of t h e  opinion that the operating ratio(l) 

is B fair, just and reasonable  method for determining revenue 

requirements in this case. The Commission has  c o n s i s t e n t l y  used 

the  operating ratio method t o  determine t h e  revenue requirements 

O f  Sewer utilities. In t h i s  case t h e  Commission f i n d s  t h a t  an 

~ ~ ~ -~ ~ ~~~ 

Operating Expenses + Depreciation + Taxes 
(IIOperating Ratio = Gross Revenue 
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I 

o p e r a t i n g  r a t i o  of 88 p e r c e n t  w i l l  a l l o w  Cedarbrook t o  pay its 

o p e r a t i n g  expenses  and p r o v i d e  a reasonable r e t u r n  t o  its owners .  

T h e r e f o r e ,  t h e  Commission f i n d s  t h a t  Cedarbrook is e n t i t l e d  t o  

i n c r e a s e  its rate t o  produce  t o t a l  a n n u a l  r evenues  of $8,262 

which w i l l  r e q u i r e  an i n c r e a s e  of $3,726 annua l ly .  

OTHER ISSUES 

During  t h e  course of its examina t ion  of t h i s  r e q u e s t  for  

rate r e l i e f ,  t h e  Commission l e a r n e d  t h a t  Cedarbrook has f i l e d  

t h i s  case and  its annua l  reports  of p r e v i o u s  years on the cash 

basis a c c o u n t i n g  method rather t h a n  the a c c r u a l  a c c o u n t i n g  method 

required by t h e  Uniform System of Accounts and Commission 

r e g u l a t i o n s .  The Commission hereby notifies Cedarbrook that it 

should f i l e  its annua l  reports  b e g i n n i n g  w i t h  t h e  repor t  c o v e r i n g  

o p e r a t i o n s  for t h e  12-month per iod ending December 32, 1982, o n  

t h e  a c c r u a l  basis i n  acco rdance  w i t h  t h e  Uniform System of Accounts  

for S e w e r  U t i l i t i e s  as required  by 807 KAR 5:006. 

SUMMARY 

The Commission, a f te r  c o n s i d e r a t i o n  of t he  e v i d e n c e  of 

record, finds that: 

( I )  Tho rata in Appondfx A w i l l  produce groR6 annua l  

o p e r a t i n g  revenue  of $8,262 and is the f a i r ,  j u s t  and reasonable 

rate t o  be charged i n  t h a t  i t  will allow Cedarbrook t o  pay its 

operating expenses and provide a reasonable s u r p l u s  for equity 

growth. 
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I I 

(2) The rate proposed  by Cedarbrook should be denied.  

(3) Cedarbrook has  n o t  f i l e d  its annual r e p o r t s  w i t h  t h e  

Commission on the a c c r u a l  b a s i s  as r e q u i r e d  by t h e  Uniform System 

of Accounts.  

IT IS TEEREFORE ORDERED that the  proposed  rate in Cedarbrook's 

a p p l i c a t i o n  be and it he reby  is denied. 

IT IS FURTHER ORDERED t h a t  the rate i n  Appendix A be and 

i t  he reby  is approved f o r  sewer service r e n d e r e d  by Cedarbrook on 

and a f t e r  the date of this Order .  

IT IS FURTHER ORDERED that w i t h i n  30 days of t h e  date of 

t h i s  Order, Cedarbrook s h a l l  f i l e  its r e v i s e d  tar i f f  sheets 

s e t t i n g  f o r t h  t h e  rate approved h e r e i n .  

IT IS FURTHER ORDERED t h a t  Cedarbrook s h a l l  f i l e  its 1982 

and a l l  s u b s e q u e n t  annual reports on the accrual basis .  

Done at F r a n k f o r t ,  Kentucky, this 28th day of January, 1983. 

PUBLIC SERVICE COMMISSION 
/1 7 irman 

V*e Chairman 

C o m i s s i o n e r  %-9- c#. 

ATTEST : 

S e c r e t a r y  



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION IN CASE NO. 8582 DATED January 
28, 1983. 

The following rate is prescribed f o r  the customers in 
the  area served by R . A .  Williams d/b/a Cedarbrook Treatment 

Plant of Harrison County, Kentucky. All other rates and 

charges not specifically mentioned herein shall remain the 

same as those in effect prior to the date  of th i s  Order. 

RATE : Monthly 

A l l  customers per connection $12.75 


